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SUB J : MARCONA EXPROPRIATION-TEXT OF AMBASSADOR'S 
SUPPLEMENTARY TALKING POINTS 

REF: LIMA 6101 AND 6129 

FOR DELIVERY OPENING OF BUSINESS AUGUST 1 

THE FOLLOWING SUPPLEMENTARY TALKING POINTS WERE ALSO 
DISCUSSED WITH FONOFF SECGEN GARCIA BEDOYA JULY 31 AND 
GIVEN TO HIM IN WRITING: 

THE FOLLOWING IS THE EMBASSY'S UNDERSTANDING OF THE CHARGES 
MADE AGAINST THE MARCONA MINING COMPANY BY MINES MINISTER 
GENERAL JORGE FERNANDEZ MALDONADO. THERE ARE OBVIOUS 
DISCREPANCIES BETWEEN THE MINISTER’S CHARGES AND THE FACTS 
AS PRESENTED BELOW. WE BELIEVE THE APPROPRIATE MEANS TO 
WORK OUT THESE DIFFERENCES IS THROUGH A PROCESS OF NEGO- 
TIATION. 
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1. FAILURE TO ESTABLISH TEMPORARY AND NON-EXPLOIT ABLE RE- 
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SERVES (RESERVA TEMPORAL, RESERVA INTANGIBLE) 

MARCONA SIGNED A CONTRACT WITH THE PERUVIAN GOVERNMENT 
IN 1966 STIPULATING THAT THERE WOULD BE A RESERVE OF 70 
MILLION TONS OF ORE SET ASIDE FOR CHIMBOTE. THE 1966 
CONTRACT ESTABLISHED THAT MARCONA HAD UNTIL 1977 TO 
PROVE THE 70 MILLION TONS FOR CHIMBOTE. MARCONA DRILLING 
TO THE DATE OF EXPROPRIATION INDICATES THATTHERE 
ARE APPROXIMATELY 280 MILLION TONS OF RESERVES. MARCONA HAD 
TWO MORE YEARS AND EXPECTED TO PROVE OUT SUBSTANTIALLY MORE 
THAN THE 70 MILLION TONS CALLED FOR IN THE 1966 CONTRACT 
AS THE RESERVE FOR CHAMBOTE. 

2. FAILURE TO USE UNIVERSALLY ACCEPTED MINING PRACTICES 

MARCONA HAD BEEN PROVISIONING ITS FACILITIES WITH THE 

MOST MODERN EQUIPMENT, AND HAD USED INTERNATIONALLY ACCEPTED 

STANDARDS OF MINE OPERATIONS AND PROCEDURES. IN REGARD TO 

MINE SLOPES, THE MINE WAS DESIGNED AT PIT SLOPES OF 

45 DEGREES; SOME SLOPES ARE AT 52 DEGREES. THE MINE 

NEVER HAS HAD A SLIDE. 

3. MARCONA VIOLATED PERUVIAN LAW WHICH PROHIBITS SALES 
TO BRANCHES BY REMITTING FOUR PERCENT SALES COMMISSIONS 

IN 1966, THE PERUVIAN GOVERNMENT AND MARCONA AGREED THAT 
THERE WOULD BE A 4 PERCENT CHARGE TO TAKE CARE OF THE 
DIFFERENCES IN THE WEIGHTS AND MEASURES OF ORE LOADED 
IN PERU AND ORE LANDED ELSEWHERE. THIS AGREEMENT WAS 
REACHED TO PERMIT IMMEDIATE PAYMENT TO THE PERUVIAN 
GOVERNMENT AT THE TIME OF SHIPMENT FROM PERU, RATHER THAN 
WAITING A PERIOD OF TWO MONTHS. (THIS IS THE NORMAL PERIOD 
INVOLVED IN RECONCILING THE DIFFERENCES BETWEEN THE SHIPPING 
WEIGHT AND THE FINAL DELIVERY WEIGHT.) 

IN 1971, THE PERUVIAN GOVERNMENT DECIDED THAT A 2 PERCENT 
SALES COMMISSION WAS THE MAXIMUM ALLOWABLE. HOWEVER, THE 
4 PERCENT WAS NOT SALES COMMISSION SINCE IT TAKES INTO 
ACCOUNT INSURANCE, AND TONNAGE DIFFERENCES. THE 4 PERCENT 
COMMISSION FIGURE ALSO INCLUDED U.S. 2 CENTS A TON WHICH 
MARCONA PAID TO HAVE THE ORE SAMPLED AT DESTINATION. IN 
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1971, THIS PROCEDURE WAS DISCUSSED WITH THE PERUVIAN GOVERNMENT 
AND IT AGREED THAT THE PROCEDURE WAS COMPLETELY ACCEPTABLE. 

4. DEMURRAGE CHARGES - ILLEGALLY CHARGED BY THE COMPANY 

DEMURRAGE CHARGES ARE A NORMAL PART OF ANY OPERATION INVOLVING 
SHIPPING. SHIPS MUST BE LOADED AT A FIXED RATE AT A GIVEN 
NUMBER OF TONS PER HOUR. MARCONA INTERNATIONAL THEREFORE 
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CHARGED MARCONA MINING COMPANY AN AMOUNT OF APPROXIMATELY 
$700,000 PER MONTH. HOWEVER, THESE MONIES WERE NEVER REMITTED 
OUTSIDE OF PERU BUT WERE CARRIED AS AN OPERATING EXPENSE OF 
THE COMPANY. THESE CHARGES WOULD BE CHARGED BY ANY SHIPPING 
COMPANY IF THE SHIP IS HELD UP, BUT WILL NOW BE PAYABLE IN 
FOREIGN EXCHANGE TO THE FOREIGN COMPANIES. 

5. ILLEGAL PAYMENT TO FOREIGN PERSONNEL 

UNDER PERUVIAN LAW, THE MARCONA COMPANY WAS REQUIRED TO 
PAY BONUSES, AND IN FACT DID SO VOLUNTARILY BEFORE THE LAW 
REQUIRING SUCH PAYMENTS WAS ESTABLISHED. 

6. FAILURE TO PAY TAXES ON SALES COMMISSIONS 

SINCE THE 4 PERCENT COMMISSIONS WERE CONSIDERED TO BE LEGAL 
UNTIL THIS YEAR, THERE WAS NO REASON TO PAY TAXES ON THEM. 

7. FAILURE TO PAY TAXES ON MARITIME SHIPPING 

THIS CHARGE DOES NOT MAKE SENSE, SINCE MARCONA MINING 
COMPANY HAS NOT SHIPS ON WHICH A TAX COULD BE CHARGED. 

NEITHER WOULD THE PERUVIAN GOVERNMENT BE IN A POSITION TO 
TAX ANY FOREIGN SHIPPING COMPANY, WHETHER IT BE MARCONA 
INTERNATIONAL OR A THIRD-PARTY SHIPPING COMPANY. 

8. DEBT FOR DEPLETION ALLOWANCE (LA RESERVA ILEGAL POR 
A GOT AMIF.NTO MINERO FOR S/.700 MILLION) 

MARCONA WROTE OFF DEPLETION EXPENSES FORM 1953. BUT IN 
1972, THE SUPREME COURT RULED THAT ITS DEPLETION 
RATES HAD BEEN INCORRECTLY APPLIED AND THAT THE MARCONA 
COMPANY THEREFORE OWED THE PERUVIAN GOVERNMENT $19 MILLION. 
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MARCONA AGREED AND WORKED OUT A FORMULA TO REPAY AND HAS 
BEEN DOING SO FOR APPROXIMATELY TWO YEARS. WE THEREFORE 
PRESUME THAT THE S/.700 MILLION FIGURE MENTIONED BY THE MINES 
MINISTER REFERS TO THIS AMOUNT. THERE IS NOW A QUESTION 
ABOUT THIS DEBT AND HOW IT WOULD CONTINUE TO BE PAID. 

9. MARCONA SOLD INFERIOR ORES TO SIDERPERU 

THIS IS NOT POSSIBLE SINCE THERE IS A SINGLE STOCK- 
PILE OF ORE WHICH IS USED TO SUPPLY ALL SHIPS. THEREFORE, 
CHIMBOTE RECEIVED PRECISELY THE SAME MATERIAL AS JAPAN AND 
OTHER COUNTRIES. 

DEAN 
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